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Economic Policy in the Netherlands 


The President of the Netherlands Bank, in an intro- 
duction to the 1955 Annual Report, states that preliminary 
estimates of per capita national income in real terms 
show an increase of some 4 or 5 per cent between 1954 
and 1955; the real income of wage earners improved by 
about the same percentage; and the price level remained 
stable. The balance of payments was close to equilibrium, 
and monetary reserves changed very little. A continued 
small surplus on current account and a fairly important 
surplus on private capital transactions were used for 
early redemption of government foreign debt and to 
increase short-term foreign credits by Netherlands banks. 
The fact that the surplus on current account on a trans- 
actions basis was larger than on a cash basis indicates 
an increase in net credit to foreign customers. An unsatis- 
factory element in the 1955 balance of payments was an 
increase in the current deficit in gold and convertible 
currencies. This deficit (f. 600 million, or US$158 mil- 
lion, in 1955), which was financed partly through settle- 
ment in convertible currencies of current surpluses in 
inconvertible currencies and partly through more or less 
accidental receipts from private capital transactions, 
emphasizes the continued structural weakness of the 
balance of payments and the dangers for the Netherlands 
arising from the absence of convertibility of the most 
important Western European currencies. 


Since the balance of payments continued to show a 


surplus on both current account and private capital 


account, the rest of the world again exerted an expan- 
sionary influence on the Netherlands’ internal monetary 
situation, but, in contrast to previous years, domestic 
developments also created certain “inflationary impulses.” 
The latter originated partly in the inflationary financing 
methods of local authorities, who had recourse to the 
capital market for only part of the funds required for 
their housing and other investment programs. Although 
the central government borrowed more on the capital 
market than it needed to meet its current deficit, its 
deflationary action was not sufficient to compensate for 
the inflationary impulses inevitably emanating from the 
private sector in times of boom. Bank credit to the 
private sector rose further, but not to quite the same 
extent as in 1954, 

When the monetary authorities were deciding in 1955 
whether to take measures to mitigate the boom and the 
extent of such measures, they were confronted with the 
question of how far the boom was due to unavoidable 


influences from abroad and how far to domestic causes 
which, in principle, could be influenced. Given favorable 
developments in production and income, and the absence 
of price increases and of balance of payments deficits, 
the authorities generally abstained from taking any anti- 
cyclical measures which might have broken the conti- 
nuity of their policies. 

Thus the central government did not change its basic 
budgetary policy, and in September it went forward 
with a reduction of taxes (see this News Survey, 
Vol. VIII, p. 67); however, it attempted to mitigate the 
boom by borrowing more than required on the capital 
market, speeding up tax collection, and reducing depre- 
ciation facilities for tax purposes. 

The Netherlands Bank likewise chose to continue its 
policies. The President pointed out that the monetary 
authorities of a small country cannot hope to pursue an 
autonomous anticyclical policy; it would be particularly 
difficult to pursue such a policy in times of balance of 
payments surplus. Their action should be directed pri- 
marily toward maintenance of balance of payments equi- 
librium and a gradual adaptation of internal develop- 
ments to those in other countries. Thus the Bank con- 
tinued its policy of sterilization of excess bank liquidity 
through minimum reserve requirements and open market 
operations. It also increased the facilities for short-term 
investment of funds in foreign markets. But when dur- 
ing the year the rate of expansion of credit gave rise to 
concern, it opened discussions with the banks in order 
to bring about a reduction in this expansion; however, 
it did not increase its discount rate until February 1956 
(see this News Survey, Vol. VIII, p. 253). The Bank 
will continue its moderately restrictive policies as long 
as the balance of payments remains in equilibrium, but 
it will not hesitate to adjust its policy if this should no 
longer be the case. 

While hailing the unprecedented prosperity of 1955, 
the President pointed to the danger of disproportions in 
the growth of productive facilities as well as in the 
distribution of income. He deplored the fact that the 
recent discussion of the wage problem between employers 
and employees centered solely on catching up with an 
alleged lag in the movement of wages, compared with the 
growth of the national income, and not on the question 
of whether the economic situation permits a certain 
increase in the share of employees in the national income. 
The wage agreement reached in March 1956 (see this 
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News Survey, Vol. VIII, p. 302) in fact represents an 
attempt to increase this share to a level above that 
reached in any year during the period from 1949 to 1955. 
Only the future can show whether this objective can be 
achieved. Average wages are expected to be some 8 or 9 
per cent higher in 1956 than in 1955. If an increase of 
4 or 5 per cent in the real per capita national income is 
assumed, about half of the increase in wages would have 
to be absorbed by a decrease in the employers’ share in 
the national income if prices are not raised. Particu- 
larly if the increase in productivity should turn out to 
be less than 4 or 5 per cent—and in industry the rise in 
1955 was substantially smaller than in 1954—the choice 
between passing on the increased labor cost in prices, 
and thereby losing competitive strength abroad, or main- 
taining prices, with the possibility that resources avail- 
able: for investment become inadequate, will be difficult. 

In the light of these considerations, there can be no 
doubt that, with the wage agreement of March 1956, the 
country faces a period of uncertainty. Absorption of 
the higher wage cost without disadvantageous repercus- 
sions will be possible only under very favorable circum- 
stances, The agreement does not take sufficient account 


Europe 


Transferable Sterling Transactions 


While much of the world’s trade is financed in trans- 
ferable sterling against dollars, London bankers and 
foreign exchange dealers have not hitherto engaged in 
this business themselves. The Manchester Guardian re- 
ports that, while London dealers still do not act as prin- 
cipals in transferable sterling-dollar deals, they may now 
act as agents, without disclosing the identity of the prin- 
cipals. 

Source: The Manchester Guardian, Manchester, Eng- 
land, April 11, 1956. 


U.K. External Trade in April 


Exports and re-exports from the United Kingdom in 
April totaled £270.1 million (f.o.b.), £14.6 million lower 
than in March. However, on a working-day basis, since 
April was a short month, they rose to a new peak of 
£11.2 million daily, against £11 million in March. Ex- 
ports of U.K. produce were £256.4 million (f.0.b.), which 
was £14.9 million lower than in March, but less than 1 per 
cent below the average for the first quarter of 1956. For 
the first four months of 1956, exports were 44% per cent 
greater in value than in the same months of 1955. Re- 
exports rose from £13.3 million (f.o.b.) in March to 
£13.7 million in April. Despite the shorter working 
month, imports in April, at £327.3 million (c.i.f.), were 
only £2.9 million lower than in March. Imports showed 
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of the expected introduction of an old-age insurance 
scheme and the proposed increase in controlled rents in 
1957. It is regrettable that the substantial improvement 
in real wages has been made without at the same time 
bringing the problem of rents closer to solution. The 
Netherlands with its high rate of population growth will 
have at least to maintain its competitive position vis-a-vis 
its strongest competitors. The relatively low level of 
costs in 1953 probably justified wage increases in the 
following two years which exceeded the increase in pro- 
ductivity, but comparison with developments in other 
countries gives a clear warning of danger, now that a 
similar course has been adopted in 1956. 

Maintenance of the external and internal value of the 
currency sets limits to the level of wages attainable with 
full employment and to the level of employment attain- 
able at a given level of wages. The task of the central 
bank is to see that these limits are observed and to use 
the available instruments of monetary policy to ensure 
that they are not overstepped. 


Source: De Nederlandsche Bank N.V., Jaarverslag over 
het Boekjaar 1955, Amsterdam, Netherlands, 
April 24, 1956. 


little change from the first-quarter monthly average, and 
for the first four months of 1956 they were less than 
| per cent below the level a year earlier. The sharper fall 
in exports than in imports led to an increase in the visible 
trade deficit from £45.5 million in March to £57.2 million 
in April. The April deficit was £1 million greater than 
the monthly average deficit for the first quarter, but the 
average deficit of £56.4 million for the first four months 
of 1956 was £18 million lower than a year earlier. 

U.K. exports to North America in April were £33.8 
million, £3.3 million higher than in March and £5 million 
higher than the first-quarter average. Shipments in the 
first four months of 1956 were 22'% per cent higher than 
in the same months of 1955. Exports to the United States 
in April rose by £0.8 million, to £17.9 million, and 
exports to Canada rose by £2.5 million, to £15.9 million. 
Source: The Financial Times, London, England, May 11, 

1956. 


London Gold Market in 1955 


The experience of the London gold market in 1955, 
the first full year of activity since 1938, confirms earlier 
impressions that it has more than regained its pre- 
eminence of prewar years. This is the conclusion drawn 
by Samuel Montagu and Co.’s annual bullion review. 
Business at the daily price fixings in 1955 was less than 
in 1938, but such business does not have the same im- 
portance as formerly, and now accounts for only a small 
proportion of daily turnover. Despite the restriction of 
sales to purchasers offering dollars or sterling acquired 
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through the sale of dollars, the total amount of gold 
flowing through the London market in 1955 may not 
have been materially less than in 1938—an achievement 
paralleled in no other gold center. 


Most of the newly mined gold coming to international 
markets (Samuel Montagu estimates the proportion at 85 
per cent) is now marketed in London. A large number 
of central banks have switched business to London from 
other centers because of favorable prices and margins. 
Traders in centers where local conditions allow hoarders 
to buy gold against various currencies have also been 
obtaining the greater part of their supplies in London 
against payment in dollars. Largely because of the man- 
ner in which the U.K. authorities controlled the daily 
sale of South African gold in 1955, the equivalent dollar 
price of gold in London moved during the year within 
the very n. cow range of $34.95 to $35.07. Stable 
prices in London mean relatively stable prices in other 
centers, and in such conditions trading margins assume 
increased importance. 

Estimates of the offtake of gold on private account in 
1955 indicate that some 9 million ounces were taken for 
hoarding, in addition to about 3 million ounces absorbed 
by industry and the arts. Consequently, only a little 
over half of world output in 1955 was available for 
strengthening international reserves. 


Source: The Financial Times, London, England, May 1, 


1956. 


"Reconversion” in France 


Since the Fund for Economic and Social Development 
was established in France, by a decree of June 1955, it 
has granted 59 loans totaling 2.8 billion francs, thereby 
making it possible to carry out investment projects cost- 
ing a total of 6.6 billion francs. It has also given a sub- 
sidy, in the form of partial reimbursement of interest 
payments, to six firms which had borrowed 4.1 billion 
francs from other sources in order to carry out invest- 
ment programs worth 7 billion francs. The Fund is de- 
signed to deal with the problem of investment and decen- 
tralization. One of its tasks is to help business firms 
finance shifts to more productive lines of activity (“re- 
conversion”). It is allocated funds in the government 
budget, to enable it to grant subsidies and loans to firms 
qualifying for aid. 

Recently the Fund has begun operations designed espe- 
cially to develop industry in areas suffering from “grave 
and permanent underemployment.” It is authorized to 
subsidize up to 20 per cent of the expenses of creating 
new plants or enlarging old ones in these areas, if it is 
satisfied that the depressed areas will benefit from the 
new activities. The first subsidy granted is to a new 
engineering firm in the Nord Department. Sixty appli- 
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cations are now pending from textile, shoe manufactur- 
ing, and small engineering firms in depression areas, 
which wish to enter new lines of activity. 


Source: Le Monde, Paris, France, May 2, 1956. 


Norway's Balance of Payments 


Preliminary figures for Norway’s balance of payments 
on goods and services show a surplus of NKr 72 million 
(US$10 million) in the first quarter of 1956, compared 
with a deficit of NKr 318 million ($44.5 million) in the 
corresponding quarter of 1955. The shipping sector 
accounts for most of the improvement. Net freight earn- 
ings rose by NKr 175 million, or by 33 per cent, and 
net imports of ships fell from NKr 350 million to NKr 223 
million.’ The trade deficit, excluding ships, declined by 
NKr 110 million, owing chiefly to an increase in the 
value of exports. Net interest payments rose from NKr 16 
million to NKr 30 million. 

During the first quarter of 1956, the Government bor- 
rowed NKr 8 million abroad and there was a gross draw- 
ing of NKr 12 million on EPU. In addition, private net 
borrowing on ships amounted to NKr 44 million. Amor- 
tization payments on foreign debt, including debt to EPU, 
was NKr 23 million. Furthermore, in connection with 
exports of ships, credits of NKr 35 million were granted. 
The foreign exchange holdings of the Bank of Norway, 
foreign exchange banks, ship owners, and insurance 
companies rose by NKr 82 million. 

Source: Statistisk Sentralbyra, Aktuell Statistikk, Oslo, 
Norway, May 8, 1956. 


Relaxation of West German Foreign Exchange Restrictions 


The Bank deutscher Lander announced on May 6 that, 
in agreement with the Federal Ministries of Economy and 
of Finance, it had given permission for the purchase by 
residents of marketable foreign shares and bonds. The 
purchase abroad is to be handled through a German For- 
eign Trade Bank. Securities acquired, whether kept 
abroad or sent to West Germany, must be held through 
a Foreign Trade Bank. They may be resold at any time, 
and the interest payments, dividends, and the foreign 
exchange obtained through resale may be credited to a 
holder’s foreign exchange account with a Foreign Trade 
Bank or may be paid out in deutsche mark. Securities 
obtained against payment in freely convertible currency 
may be sold again only against freely convertible cur- 
rency. 


The regulation allowing German residents to maintain 
foreign exchange accounts with Foreign Trade Banks for 
a period of six months has been revised to permit such 
accounts to be held for an unlimited period; henceforth, 
the account holder can decide whethcr and when to sell 





360 


his foreign exchange to the Bank against deutsche mark. 

The Bank deutscher Lander sees in these new measures 
a further step toward convertibility of the country’s cur- 
rency. Whereas the former measures in this field had 
aimed mainly at removing restrictions for nonresidents, 
the new steps provide a relaxation of foreign exchange 
restrictions for residents. 


Source: Bank deutscher Lander, Ausziige aus Pressear- 
tikeln, Frankfurt am Main, Germany, May 11, 
1956. 


Change in West German Concept of "Free Currency Area” 


Effective April 1, 1956 the West German Ministry of 
Economy removed the following countries from the “free 
currency area”: Ethiopia, Afghanistan, Albania, Andorra, 
Bhutan, Formosa, Yemen, Lebanon, Mongolia, Muscat and 
Oman, Nepal, North Korea, Saudi Arabia, French Somal- 
iland, South Korea, Syria, Tangier, Thailand, Tibet. 
U.S.S.R., Vatican City, and China. In future, payments 
from these countries may be accepted in “partly conver- 
tible deutsche mark.” Previously, payments from these 
countries could be accepted in “partly convertible cur- 
rency” when it could be proved that “freely convertible 
currency” was not obtainable. In practice, this meant 
that the major portion of payments from these countries 
was made in other than freely convertible currency. The 
new arrangement, therefore, is merely considered as an 
official sanctioning of an established practice; it will 
help to distinguish the countries in the hard currency 
area (or free currency area). The only country which 
has not been removed from the free currency area list is 
Peru, from which payments may be accepted in partly 
convertible currency if no freely convertible currency is 
available. The reason for this exception is that Peru is 
treated as a soft currency country by the United King- 
dom, but as a hard currency country by West Germany. 
According to the German regulations, the freely con- 
vertible currencies are the U.S. dollar, the Canadian dol- 
lar, free Swiss francs, and freely convertible deutsche 
mark. 


Sources: Frankfurter Allgemeine Zeitung, Frankfurt am 
Main, Germany, March 28, 1956; Handelsblatt, 
Diisseldorf, Germany, April 4, 1956. 


Middle East 


Oil Production in the Middle East 


Crude oil production in the Middle East in the first 
quarter of 1956 amounted to about 43 million tons, about 
equal to the production in the last quarter of 1955 but 
13 per cent higher than output in the first quarter of 
last year. The principal producers during the first quar- 
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ter of 1956 were Kuwait (14.3 million tons), Saudi 
Arabia (12.4 million tons), Iraq (8.6 million tons), and 
Iran (5.5 million tons). Iranian production was 20 per 
cent higher in the first quarter of 1956 than in the last 
quarter of 1955 and 70 per cent higher than in the first 
quarter of that year. 


Source: Le Commerce du Levant, Beirut, Lebanon, 


May 5, 1956. 


Iraqi Oil Receipts 


The Iraqi Government’s share of oil profits of the 
Iraqi Petroleum Company and associated companies for 
the first quarter of the current year was £18.7 million, 
compared with £17.6 million for the first quarter of 1955 
and £11.6 million for the first quarter of 1954. Total 
profits for the current year are expected to amount to £78 
million. 


Source: The Iraq Times, Baghdad, Iraq, April 11, 1956. 


Cooperative Bank in Iraq 


In line with its policy of encouraging cooperatives, the 
Government of Iraq will establish a new bank to provide 
credit to cooperatives. The initial capital of the bank will 
be ID 250,000 (US$700,000), half of which will be con- 
tributed by the Ministry of Finance and half by the co- 
operative societies. All cooperative societies operating in 
Iraq will be able to receive from the bank advances up 
to twice their capital. 


Source: The Iraq Times, Baghdad, Iraq, April 17, 1956. 


Pakistan Imports of Iraqi Dates 


The Government of Pakistan, in accordance with an 
agreement with the Government of Iraq, will allocate 
PRs 2 million (US$420,000) annually for the purchase 
of Iraqi dates. Such imports dropped from 20,000 tons 
in 1953 and 25,000 tons in 1954 to 6,000 tons in 1955. 
The new allocation will enable Pakistan to import up to 
15,000 tons in 1956. 


Source: The Iraq Times, Baghdad, Iraq, April 16, 1956. 


Far East 


Legislation on Reserve Requirements in India 


Legislation to amend the Reserve Bank of India Act 
has been introduced in the Indian Parliament, with a 
view to reducing the Reserve Bank’s legal minimum re- 
serve requirements. It is proposed that Section 33(2) 
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be amended to provide for a minimum reserve of Rs 4 
billion (US$840 million) in foreign securities plus Rs 1.15 
billion ($242 million) in gold in the Issue Department 
of the Bank; Section 33(4), to revalue gold at a price 
agreed to by the International Monetary Fund—presum- 
ably the rupee equivalent of $35 per ounce; Section 37, 
to permit a temporary suspension of the assets require- 
ments in regard to foreign securities without payment of 
tax to the Government; and, with a view to strengthening 
the Reserve Bank’s power to control commercial bank 
credit, that Section 42 be amended to authorize the Re- 
serve Bank to fix the minimum reserves to be maintained 
with it by the scheduled banks within a range of 5 to 20 
per cent for demand liabilities, and of 2 to 8 per cent 
for time liabilities. Certain other amendments of minor 
importance are also contained in the legislation. 

Under present legislation, the Issue Department’s gold 
holdings must equal at least Rs 400 million (valued at 
a statutory price of only Rs 21-3-10 per tola, or approxi- 
mately $11.90 per ounce), and these, together with other 
foreign assets, must constitute not less than 40 per cent 
of total liabilities (notes issued). The Indian monetary 
authorities believe that the existing legislation places a 
serious limitation on the ability of the Reserve Bank to 
utilize its monetary reserves and to regulate the expansion 
of the currency to meet the anticipated requirements of 
the Second Five Year Plan. Moreover, as large-scale 
deficit financing is likely to induce substantial increases 
in commercial bank reserves, it is deemed necessary that 
the Reserve Bank be granted additional powers in order 
to control the rate of credit expansion and to prevent the 
development of any inflationary trend. 


Sources: The Financial Times, London England, May 3, 
1956; The Times of India, Bombay, India, 
May 4, 1956. 


Ceylon’s Industrial Policy 


The Minister of Industries of Ceylon has announced 
that a national industrial plan is being drafted, which 
will provide for the State ownership and control of basic 
industries while giving private industry its due place. 
The Minister will raise immediately the question of set- 
ting up a fertilizer plant, a factory to produce rubber 
tires and tubes, and assembly plants for motorcars, motor- 
cycles, and bicycles. A cement factory also will be built. 
The export of raw materials that can be processed locally, 
such as ilmenite and monazite, will be prohibited. 
Source: The Financial Times, London, England, April 25, 

1956. 


Thailand's Trade Registration Act 


A new Trade Registration Act, superseding an act 
passed in 1947, went into effect in Thailand last Febru- 
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ary. It is intended as a census measure, to provide infor- 
mation on firms now in business, and to set forth more 
stringent requirements and penalties. It is administered 
by the Ministry of Economic Affairs. 


After the 1947 act became effective, many firms still 
carried on business without registering, and some of them 
went out of business without notifying the authorities. 
The new act, which revises certain provisions in the 
1947 act, contains some new features, and has stiffer 
penalty provisions, is expected to be more effective. 


Source: Department of Commerce, Foreign Commerce 
Weekly, Washington, D.C., May 7, 1956. 


Fiscal and Business Measures in Cambodia 


Among the fiscal laws promulgated by the Cambodian 
Government on February 13, 1956 and made retroactive 
to January 1, 1956 was a change in the Income Tax Code, 
raising the rate on net business profits from 18 per cent 
to 22 per cent, with partial payment of this tax to be 
made on a pay-as-you-go basis in monthly installments 
of 1 per cent of the total volume of business. Also, the 
general tax on the income of wage earners was abolished 
and replaced by a tax on salaries and wages withheld at 
the source. The exemption from the turnover tax for 
army suppliers was discontinued, and new rates were 
fixed for transfer and real estate taxes levied on institu- 
tions. The tax schedule on rubber plantations was revised 
upward. Under French colonial administration, the same 
low rate had applied to both rice and rubber lands, as 
an incentive to invest in rubber plantations. The new tax 
schedule introduces a progressive system of taxation on 
rubber lands, rising from 50 riels per hectare for fallow 
land to 100 riels on land planted with rubber trees not yet 
tapped, 200 riels for land on which buildings are con- 
structed or adjacent to buildings, and 600 riels on land 
in production. New concessions on rubber lands are tax 
exempt for the first three years. 


Two important laws regulating the insurance business, 
which came into force on February 8, 1956, deal with the 


formation and liquidation of insurance companies, penal- 


ties for violations in the insurance business, activities of 
insurance brokers, and the creation of an Insurance Con- 
trol Committee. These two laws bring the insurance 


business under government control. 


Source: Marchés Coloniaux du Monde, Paris, France, 
April 7, 1956. 


Development of Vietnam's Forest Resources 


Although 7 million hectares, or 41 per cent of the total 
area, in Vietnam are covered with forests, only a small 
part of these lands is being exploited. At present, wood 
is utilized for fuel, construction, and furniture making. 
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The Government is now planning to introduce modern 
machinery that will increase production, and thus make 
lower prices possible. Projects for a paper mill in the 
Dalat region and for plywood mills are also being studied. 


Source: L’Information du Vietnam Economique et Fi- 
nanciére, Saigon, Vietnam, April 19, 1956. 


Joint Indonesian-Japanese Bank 


The Governments of Indonesia and Japan have of- 
ficially sanctioned the setting up of a joint Indonesian- 
Japanese bank, which is expected to start functioning in 
Djakarta in August 1956. The bank, to be known as the 
Bank, will have a 
capital of Rp 50 million (about US$4.4 million), 49 per 
cent’‘of which’ will be provided by Isshiwara’Sangyo, a 


Indonesian National Rehabilitation 


Japanese company, and 51 per cent by private Indonesian 
investors. The Japanese company has already remitted 
to Indonesia the dollar equivalent of about Rp 10 million 
as the first installment of its proposed total contribution 
to the capital. The bank will be managed by a president, 
who will be an Indonesian national, and a managing board 
composed of four Indonesian and four Japanese directors. 
The bank will not engage in foreign exchange transac- 
tions, but it will lend money for the development of 
Indonesia's petroleum industry, interisland shipping serv- 
ices, and other industries. The Japanese investments in 
the bank are not to form part of the Japanese reparations 
to Indonesia, but the funds of the bank can be used later 
to finance the supply of Japanese capital goods to Indo- 
nesia as part of the reparations when that problem is 
settled. 
Sources: The Nippon Times, Tokyo, Japan, April 26, 
1956; Indonesian Observer, Dijakarta, Indo- 
nesia, April 27 and 30, 1956. 


Phillppine Bond Issues 


The Philippine Council of State has approved domestic 
bond issues totaling P 193 million (US$96.5 million) to 
finance numerous projects to be started in the fiscal year 
beginning July 1956; P 63 million will be used for irri- 
gation projects, and P 50 million to finance the con- 
struction of steel smelters, which are expected to be com- 
pleted in about three years. Other projects include a 
scheme to increase the supply of water for Manila and 
suburbs and the development of port facilities. 

Source: Philippine Association, Philippine Newsletter, 
New York, N.Y., April 26, 1956. 


Philippine Coconut Exports 


Because of a sharp increase in March, copra and coco- 
nut oil exports from the Philippines totaled 260,219 tons 
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copra equivalent in the first quarter of 1956. In the 

first quarter of 1955, they were 197,516 tons. Shipments 

in March 1956 went principally to West Germany, the 

Netherlands, Norway, and Sweden. 

Source: Philippine Association, Philippine Newsletter, 
New York, N.Y., May 3, 1956. 


United States and Canada 


U.S. Foreign Aid in 1955 


U.S. net foreign aid fell to slightly less than $4 billion 
in 1955, a decline of 17 per cent from the previous year. 
The decline was accounted for entirely by a decrease in 
military assistance; economic aid rose by 13 per cent. 
Deliveries of military ‘supplies and services fell to $2.2 
billion—about half of the peak amount in 1953; all of 
this decline was in shipments from the United States. 
Offshore procurement was one fourth above the previous 
year, and comprised one third of the annual mutual 
defense assistance transfers of materials. 

Nonmilitary grants and credits rose to $1.7 billion in 
1955, $200 million above the postwar low of the previous 
year. Most of the increase in grant aid was in cash pay- 
ments to Indo-China, to assist that country in creating 
adequate working balances of foreign exchange reserves. 
Net loans continued to be negative in 1955, as collections 
on earlier credits exceeded new credits by $100 million, 
about the same as in the previous year. 

Net aid to Western Europe was $1.9 billion in 1955, a 
postwar low. For the first time since the end of World 
War II, more than half of the annual aid accrued to coun- 
tries outside of Western Europe. Grant aid to India and 
Pakistan was increased to $150 million, from $40 million 
in 1954, the increase being accounted for by transfers of 
capital equipment under development programs. Non- 
military aid to Korea rose more than one third, to $220 
million; included in this total were large transfers from 
stocks of the U.S. Armed Forces as their numbers were 
reduced. 


Source: Department of Commerce, Survey of Current 


Business, Washington, D.C., April 1956. 


U.S. Gross Nafional Product 


U.S. gross national product rose to a seasonally ad- 
justed annual rate of $398.6 billion in the first quarter 
of 1956. This was $1.3 billion above the previous quar- 
ter and $23.3 billion above the first quarter of 1955. 
Automobiles accounted for the entire drop in consumer 
durable expenditures and much of the $1.3 billion decline 
in the rate of inventory accumulation. Personal consump- 
tion expenditures for nondurable goods and for services 
rose during the quarter. A further decline in residential 
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construction was more than offset by larger outlays on 
producers’ durable equipment. Government investment 
rose only slightly as a decline in federal purchases was 
offset by a continued rise in state and local buying. 
Sources: The Wall Street Journal and The Journal of 
Commerce, New York, N.Y., May 10, 1956. 


Canadian Gold Subsidy Extension 


The Canadian Government has proposed the extension 
for two years, through the end of 1958, of existing legis- 
lation providing for a subsidy to eligible gold producers. 
No change in the rate of subsidy is contemplated. (Under 
present arrangements, the subsidy is set at two thirds of 
the average annual cost of production in excess of 
Can$26.50 per. ounce, payable.on two thirds of the gold 
produced and subject to a maximum payment of 
Can$12.33 per ounce.) In the fiscal year ended March 
1956, the subsidy cost approximately Can$11 million, 
and for the current fiscal year an appropriation of 


Can$10 million has been asked. 


Source: The Globe and Mail, Toronto, Canada, April 27, 
1956, 


Canadian Pipeline Proposals 


The Canadian Government has proposed legislation 
whereby it will lend approximately Can$72 million to 
Trans-Canada Pipelines, Ltd., to finance the construction 
this year of a 600-mile natural gas pipeline from Alberta 
to Winnipeg. This would comprise the western section 
of a proposed gas pipeline from the Alberta oilfields to 
Montreal. The proposed loan, which would represent up 
to 90 per cent of the construction cost of the western 
section, is to carry 5 per cent interest and will be repay- 
able by March 31, 1957. The loan is to be secured by 
the assets of the corporation; in addition, the Government 
will receive an’ option to purchase all issued Trans-Canada 
stock at a price representing the paid-in value less the 
amounts provided by Trans-Canada for the construction 
of the western section of the pipeline and interest on 
the government advance. Thus, in the event of foreclo- 
sure, the Government will have the option of taking over 
the corporation as a going concern or of taking over the 
western section of the line alone. 

The northern Ontario section of the line, which is not 
to be started until the western part has been built, will 
be financed by a Crown corporation under separate ar- 
rangements at an estimated cost of Can$118 million, of 
which the Province of Ontario will contribute up to $35 
million. The construction of this section is dependent on 
Trans-Canada finding finance for the rest of the line. 


Source: The Globe and Mail, Toronto, Canada, May 9, 
1956. 


Latin America 


Economic Conditions in Peru 


The 1955 Annual Report of the Central Reserve Bank 
of Peru states that the country’s productive capacity con- 
tinued to expand because of substantial private and public 
investment, financed in part by foreign capital. Output 
increased in most lines of activity, domestic business was 
very active, foreign trade reached new heights, and the 
exchange market remained fairly stable. As the com- 
mercial banks expanded their loans, the monetary au- 
thorities adopted measures of credit restraint designed to 
preserve conditions of stability favorable to a balanced 
growth of the economy. 

Agricultural production, is reported to, have. been. satis: 
factory on the whole, in spite of some decreases of cer- 
tain crops. While sugar production marked a new high 
record, the cotton and rice crops dropped slightly from 
their 1954 peaks. Foreign prices for Peruvian cotton 
weakened during the year, but Peru was able to market 
the largest part of the 1954-55 exportable surplus early 
in the year, before the price drop became pronounced. 
The mining industry continued to expand its investments, 
and production of most metals showed new gains under 
the stimulus of higher international prices for Peru’s 
most important metals—copper, zinc, and lead. Manu- 
facturing also continued to expand as domestic demand 
remained firm and new investment by Peruvian and 
foreign enterprises maintained the fast tempo of recent 
years. Public investment in irrigation, electric power, and 
steel proceeded according to schedule, and results of this 
investment are expected to be evident in the current year. 


The rate of increase in domestic prices, as measured 
by the unweighted indices of the National Directorate of 
Statistics, was less than in 1954. The wholesale price 
index increased by 7.4 per cent in 1955, compared with 
a 10.3 per cent increase in 1954; and the cost of living 
index for Lima rose by 4.7 per cent in 1955, compared 
with 5.4 per cent in 1954. 

In the monetary field there was a sizable expansion of 
bank credit, the effect of which upon the money supply 
was partly offset by a reduction in net foreign assets of 
the banking system and a substantial increase in time 
and savings deposits. The money supply increased by 
S/. 236 million, to S$/. 4,009 million at the end of 1955, 
or by 6.2 per cent. In 1954 the increase had amounted 
to $/. 232 million, an increase of 6.5 per cent. The credit 
operations of the Central Reserve Bank in 1955 showed a 
net increase of S/. 148 million; S/. 93 million was loaned 
154 million to the 
commercial banks. On the other hand, net credit by the 


to the development banks and S/. 


Central Reserve Bank to the Government decreased by 
5/.99 million; this reduction, however, was due primarily 
to the utilization of revaluation profits of official reserves 
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to amortize the government debt to the Central Reserve 
Bank (S/. 97 million). 


The lending activities of the commercial banks ex- 
panded by 19 per cent in 1955 (see this News Survey, 
Vol. VIII, p. 291); in 1954 their loans had expanded by 
7.1 per cent. In spite of the considerable expansion of 
credit, liquid assets of the commercial banks increased 
slightly during the year; this was accounted for partly 
by a substantial increase in deposits which rose by S/. 601 
million (24 per cent of the increase was in checking ac- 
counts, 54 per cent in time deposits, and 22 per cent in 
savings deposits), partly by the commercial banks’ access 
to Central Reserve Bank rediscounting, and partly by the 
reserve deficiencies which the banks incurred at times. 


The substantial expansion of credit and the lack of full 
compliance by commercial banks with the legal reserve 
requirements led the monetary authorities to impose pen- 
alty charges on the reserve deficiencies incurred by the 
banks, and to raise the marginal reserve requirements 
against the increase over November 30, 1955 in deposits 
in the banks (see this News Survey, Vol. VIII, pp. 212 and 
291). The Superintendency of Banks also advised the 
banks to change the composition of their portfolios by 
reducing the credits granted for imports of nonessential 
commodities. The Central Reserve Bank report stresses 
that the credit potentialities under the present basic and 
marginal reserve requirements in Peru are adequate to 
meet the legitimate needs for means of payments in a 
growing economy, and that the measures of restriction 
were necessary to maintain monetary and exchange sta- 
bility. 

The value of Peru’s foreign trade in 1955 reached new 
high figures. Exports amounted to $271 million, over 
10 per cent more than in 1954. Larger shipments and 
higher prices for minerals more than compensated for a 
small decline in cotton and iron ore exports. Imports 
amounted to $300 million, over 20 per cent more than 
in 1954. Consequently, the balance of visible trade showed 
an import surplus of $29 million. 

The total supply of exchange was equivalent to $380 
million, compared with $344 million in 1954. The de- 
mand for exchange, as measured by total sales of exchange 
by the commercial banks, exchange houses, and the Cen- 
tral Reserve Bank to the public and the Government, was 
$385 million, compared with $346 million in the previous 
year. The Central Reserve Bank’s sales of exchange ex- 
ceeded its purchases by $2.9 million. 

Exchange certificates on account of exports and export 
prepayments issued by the Central Reserve Bank were 
the equivalent of $284 million; they had been $259 
million in 1954 and $238 million in 1953. The increase 
in 1955 was due mostly to the greater value of exports. 
Certificates issued on account of individual export prod- 
ucts amounted to $76 million for cotton, $37 million for 
sugar, $27 million for petroleum, $101 million for metals 
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and minerals, $13 million for fish and fish products, and 
$25 million for other export products. Certificates to 
the net amount of $5 million were issued on account of 
export prepayments. In the free or draft market, the 
supply of exchange, as measured by the sales of exchange 
by the public to the banks and exchange houses, amounted 
to the equivalent of $96 million. 


In the certificate market, the sol rate for the U.S. dollar 
remained unchanged at S/. 19 throughout the year; the 
sol rate for sterling fluctuated around an annual average 
of S/. 52.50. In the free or draft market, the rate for the 
dollar certificate fluctuated between S/. 19 and S/. 19.50, 
with an annual average of S/. 19.18; the annual average 
of sterling quotations in the free market was S/. 52.80. 


Source: Banco Central de Reserva del Peru, Memoria 
1955, Lima, Peru. 


Other Countries 


Gold Coast Development 


During the years 1951-55, the Gold Coast Government 
invested in development some £51 million, or roughly 60 
per cent of total expenditure under its first Development 
Plan. The Government is confident that by the end of 
June 1957, when the second Development Plan is due to 
start, the first Plan will have been substantially completed. 
Expenditure under the first Plan increased from £6.4 
million in the fiscal year 1951-52 to £15.6 million in 
1953-54, and it amounted to £15.0 million in 1954-55. 
About half of the total development expenditure was for 
imported building materials and equipment. During the 
first Development Plan, emphasis has been placed on pro- 
viding basic services for the economy, and substantial 
amounts have been spent on agriculture, roads, bridges, 
railways, electricity, water supply, and education. In the 
second Development Plan, priority will be given to 
revenue-earning projects. 


Source: Central Office of Information, Commonwealth 
Survey, London, England, April 17, 1956. 


International Financial News Survey, written by 
members of the staff of the Fund, is based on mate- 
rial published in newspapers, periodicals, official 
documents, and other publications as cited at the end 
of each note. Explanatory material may be added, 
but no Fund editorial comment or opinion. Therefore 
any views expressed are taken from the sources 
quoted and are not necessarily those of the Fund. 

The News Survey is published weekly, except in 
the Christmas and New Year weeks. It may be ob- 
tained free of charge by applying to 


The Secretary 


INTERNATIONAL MONETARY FUND 
1818 H Street, N.W. Washington 25, D. C. 





